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,.;;cmnssIOX REPORT. 

'the Iwli<tll IIl~ur,tlleC Legislation Committee have the honour 
to sul·mit their,report to which they ha,"c appended a draft Bill 
emhotl\in~ th','ir rccollllllend,ltiollS for the repeal of the Indian 
Life Insllfdnc0 C()]l1pallics Act VI of 191~ amI its re-enactment 
making it applicable to all ehssf's of Illsnranee business with very 
extensi \'f' lUorlinea t.ioll2_ 

PART I. 
1. TlI" I\'III/Ilill"> were appv;uted ~lt a -'Ieeting of Indian 

in>l1ll""I"" "'II~-"-"L Lni \ ,~"' bdJ in Bombay Oll tlw :'.1 <:.t da," oDIav 1 !:J3ti 
pr,·,;i.l," 1/1':[' 1.\ ~ir Xaul'IIJi :--~",khh·;:d,,'. 1\1., C.I.E., With a ,:iew to 
iH'lllil'I' and rt'iH)l't OJ! ill" lwr·!·,,-;in· and ,:,xjw,li,'ncy of introducing 
tIll' l'l"l'li:'nte ie~i":,ltion \\ith ,. \'i,:\" tu .l!i\-" , •. {,;quate protection to 
Iurlian Policy holders an: l [d Imliall IrhlL/;lllCe companies incorpo
rated in British India aUll to draft u, suitable Insurance Bill embody
ing their recommendations on the subj"ct. The names of lnsur~ 
ance companies whose represent[l,tiycs attended the said meeting 
or who subse'1nently joined in the scheme an' ment.ioned hereunder: 

(1) Thp Ori'ettal Li~'e Insurance Compam·. , Bombay 
(~) The X el\' India Insuranc\~ Co. " 
F~) The YuIcan Insurance Co. 
(,!) The Bombay }Iutual Lifl~ Assurance Societ!" 
(G) The .T upiter GCllrr::tl Insuranc" Co. 
(G) The :-\at.i<mal Insurance Co. 
(7) The Hin(lusth;111 Co-opcmk,c In"1lI'anc('. 8tl('idy 
(8) The Industrial -'I: Prwlential Assul';tno~ ('Il. 
(~) The Labhmi Jnsnrance Co. 

(10) The Bharat IIlc,uranee Cll. 
(11) The J llcli,~n }lncantile Imm!<1ut;c Co, 
(12) The ,';cst.ern India Life Insmance C" 
(1:3) The HiIHtu Jflltud IJife Assurance Cu. 
(14) The l'niyersal Fire & General Insurance Co. 
(15) rrhe Indian (}lohe Insurance Co, 
(16) '1 he Andhra I\l~nrancc Co. Lt,\. 

(17) The Zenith Life X,sumllce Co. Lt,1, 
(18) The Asian As.sumllee Co. Ltd. 
(19) The East & West Insurance Co. 
(20) The Bombay Life Assurance Co. Ltd. 

., 
C,\lcutta 

" Bombay 
Lahore 

" Bomuay 
Satara 
Calcutta 
Bombay 

" )Iachali-
patam (Mad
ras PIesy.) 
Bombay 

" 

" 
2. The Committee hdd forty meeting.s at which they con

sidered the different aspe(:ts of Insurance lrgislation and came to 
certaill conclusions thereon "hich art' pmbodied in the draft hill 
which will Le found as P;ll't III of this Ht'plJrt. 

:'). It lwG>l.me clear to the C01l1illittee that it would be eaw 
for them tf) expre:-:., th"j·' co,wlusiolls on the main points as the;e 
was very littk uivergence of opinion Oil th~ subject; b'lt that the 
leal (lit1i('(tlti(~ WOIll<[ 1)" :'olln,l ill emb,vlyillg tlwm in the draft, hill. 
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4. Tn t 111' r.jrclllnstan("I·~. t 11(' ('"mmittPl' t It()l1~ht propf'r to 
secure the services of Mr. Mangaldas B. Mehta, B.A., LL.B., Solicitor 
High Court, Bombay and Notary Public, to assist them in embod~T
ing their conclusions in the form of a Bill. [!lilt tW 

.'i. Th(' (ha.ft Bill (print8rl as part 111 of this report) ('ont,a.ins 
the ('(Immith~e's recommenrla.t.ions for tl1e repeal of the lll.lian Life 
Insurance Act VI of 1912 and its Ie-enactment with those amend
ments which Hle Committ('(> t.hink necessary. 

6. The COlUmit.tee have thou7ht it convenient to set out in 
Part II of this Report their commellts on the salient features of the 
draft Bill with particular reference to t.he modification,; and addi· 
tions in the Law \"hich are embodied therein and to the reasons 
which have actnated the Committee in suggesting those In' "lificatio118. 

7. The Committee find it necessary, howeyer, to <h'al sepa· 
rately with certain questions which have been discussed bf'fore t.hem 
but fall outside the purview of Part II of this Report. 

8. Prior to the year 1912, there was no statute ill force in 
British India regulating husiness of Insurance of any kind, the 
reason being that most of the Insurance business transacted in 
British India was in the hands of British and Foreign companies. 
At that time there were about fourteen companies incorporated in 
British India a majority of which were doing OlliY the business of 
Life Insurance. As business of J~jfe insurance began to grow, it 
was felt necessar~' that legislation of some sort should exist. for the 
protection of Indian policy tlOiders. Accordingly the then Govern
ment of India enacted an Act in the year 1912 being the Indian 
Life Assurance Companies' Act VI of 1912. 

9. The ideas of natiolls in relation to trade and commerce a~ 
well as important national services were eomplrtfly revulutionised 
1\fter the Great \rar of 1914--1R. India was no exception to tltii'l. 
It wanted to dewlop, amongilt other things, all classes of Insnrance 
busincss, and frye composite companies 'came into existence soon 
a.fter the 'Yar. Since then a few more composite companies have 
been forme<l hut. the number of such companies at present is not 
more than fifteen. 

10. Dnrin~ the pcrio(l of the Great War, there was anI\- an 
addition of four Indian Insurance companies, and in the post war 
period from the !'ear ] 918 t.o 1924 there was a fnrt.her alldition of 
five Indian Life Assurance Uompanies. 13ut frOllt the \'(>[[r 19~(j 
onwards t.hNe hns hc('n a st.f'lHly increase of ne\\' Life '] nsnwtlct' 
companie!'\ with t.he result that: whercas nt. th" "nd of 1~:2(i 
there were 51 Indian I,ift' Assurance COll1panif's with :t ('otllui
ned premium income of th';l,rly Rs. :?·,);l bklts, there ,,;ere as many 
as 194 companies in 1931. of which 145 were doing life insuranc·e 
busineS8 with a combined premium income of oyer Rs. 600 lakhs. 
No progress of any substantial character was, however, ma.r1l' in 
the case of other classes of IURllrallc('. 
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11. 'l'lw total preltl!UIll inGIJlllr of twenty-two well known 
British Insurance Companies for the year 1935 from Fire, Marine 
and Accident amounted to nearly Rs. 140 crores. The tota.l premium 
income of American companies from Fire, Marine, Motor, and miscel
)aneous bu~iness amounted to RiO. 375 crores. The premium income 
uerived in India from Fire, Marine and miscellaneous insurance 
business in the year 1933 according to the Indian Insurance Year 
Book puUished iij the year 1935 under the authority of the 
Government was Rs. 2501akhs. This small amount of business is 
shared hy as mall:" as 150 companies, out of which not more than 
fifteen are Indian Companies. 

Regarding Life Insurance, the income of British Life Insur
ance Companies for the year 1935 was over Rs. 94 crores in the 
ordinary branch and Rs. 63 crores in the industrial branch. The 
total fUnds of British Insurance Comparues at the end of 1935 stood 
at the co11ossa1 figure of Rs. 1472 crores. Similarly, the income 
from Life Insurance of the American Insurance Companies for the 
year 1935 came to Rs. 800 crores, and the funds stood at Rs. 7068 
~rore8. In India, the total amount. of life Insurance in force at the 
end of 1933 amounted to over Rs. 193 crores; premium income 
amounted to Rs. 970 lakhs. 

There are 311 companies operating in India, both Indian and 
foreign, and the Committee are of the opinion that there is no scope 
for such a large number of companies in India having regard to the 
comparatively very small volume of business that is available at 
the present time. 

12. In the year 1925 it was felt by both the public and the 
commercial community that comprehensive legislative measures 
should be introduced and enacted into Law with a view to control 
the operations of Companies, Indian as well as Foreign, carrying on 
insurance l!llsiness of one or more cla~ses in British India and to 
protect the interests of the Indian p(llicy-hold.ers. 

1:3. With a view to satisfy strong public opinion in the matter, 
Sir Charles Innes, the then Commerce Memher of the Government of 
India, illtronuced a Bill in the Legislative Assembly on 21st ::\iay 
1926. 'I'lle said Bill purported to legislate for all classes of insur
ance bw,;iness and to insist upon i,he Companies, carryiug on the 
business of Insurance in British India, depositing for each class of 
such business certain amounts with the Governor General in Council. 
The said Bill also purported to insist upon the Insurance Companies 
submitting to the Government of India detailed information as to 
the working and nature of Insuranee business carried on by them 
in British India. The said Bill W;1~ withdrawn bv tlJf' Govern
lllent of India. ~ome amendments however were introduced in t.he 
irulUrance Act by the Government of India in 1928. But they did 
Dot satisfy the public demand. 

14. In the same year Mr. Jamnadas M. Mehta, then a member 
of the Legislative Assembly, also made an unsucoessful effort to 
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introducc a pri\ atc Bill \\·hidl \\",\:; lil'Fl..tbl on !-h'~ lincs of the 
Insurance Act then in force in Canatla. '1'he said bill, however. 
was not introduced in the Assembly and was ultimately dropped. 

13. Since the year] 925 strong rcprC'sentations hayC' been, from 
time to time made to the Government of IndicL bv Life and Fire 
Insurance Associations amI Chamber;:; of Conllnerc~ for enacting it 
comprehensive Insurance bill with a ,·iew to gi,'c adequate protection 
to Indian Insurance Companies and to Indian Life Policy holders, 
to check the ~rO\rth of mu~hroom Ill . .;umllce COllll)<tllies and to 
preyent unhealthy competition of Fureign cOlllpallC~s carrying ou 
business of Insurance in British Indict. 

16. As it result of such repu;sentation~ thc Gm'el'll
ment of India in the year 1~35 appoinh'd :Ur. SU'lhil Sen, it Solicitor 
of Calcutta, to inquire iuto the conditions of Insmance business 
carried on in British India b:-' Indian :1~ \yell as Foreign Insurance 
Companies in all it!; aspects and to make a report thereon suggesting 
the lines on which amendments to the existing ill;;urance Law in 
India should be made. 'Ye regret to state we hall not the benefit 
of this Report, as the same had not heen made H\-<lilable to the 
public. 

17. It will be pertinent to point <Jut that the exi;;ting Law 011 

insurance was largely basetl on English Law. '1'1Ie conditions, how
ever, prevailing in Great Britian were entirely differ\'nt from those 
prevailing in India. The 1Hlsiness of Insurance ill British India 
was then amI is eYen now ill its infam.\'. Be:;icles, the majonty of 
the people of India are illiterate and a still larger llliljority ignorant 
of the English language ill which the GO\"el'llment I-Hue Books are 
published, and !lot in a position to protl'ct tlH'lll:),'h l~';. In India, 
therefore, the Insurance Lct\\' in the interests of the 1'olic\' holder:;, 
shouhl haw' prO\·i~iolls more stringl'llt thitll tlto.,e emLotlieu in 
English Law. It i~ abo llf'ce:ssary to estahlish in II1(lia a separate 
Goverlllnellt department of Insurance. The Committl'e have a,cconl
ingly proyi(ted i1l the draft Bill for such;, departmcllt. The COlllmit
~ee do not entirely endorse the opinion hdd in certain quarters that 
the best prutection of a pvliey holder \\ill IJe fumd ill the publicity 
which will be giyen tu the illslll'ing Company's positiull as a result of 
the obligation being imposed upon it to make the statutory returns. 
The Committee feel that a measure of Government control is much 
more necessary and is essentiill in a cO~lIltl'\'like I!lIliu than in Ca
nada, U.S.A.,· Japan and other countri,-,.~ .. GOYCl'1l111"llt. slIpc)".·i:sioll 
in such countries hfl~' not, interfered l"illl t.h", dl" "j"jnnent. ,I,W[ 
growth of indigenous Insurance l)l1sine,·; d net th~IT i" 1111 j j k"li h,lt,d ill 

India of tlw hll,.;;ine.~s of sOllnd ,I1Id stald,· l;IIIIlP,1I1i,''; Iwill," inkrfei'CU 
with b.'- swh it sIlI'Pryisioll. 

10. III the course of discussions ,Li HLP Illed i II:!;-; of th,~ (jU1l1-

mittee, the Committee had before them In:3UI'dollCe L('·~islative enad
ments existing in almost all parts of the \Vorld ami they have freely 
referred to t11cse enactment'? 'rheir l't'COllllll(:wlatiolls, however, 
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are largely haiicf I Uil cxpcrie!lcc gatherefl from the working of Insur
ance Companies in India and the existing exigencies of the case. 

19. The Committee are convinced that a measure of Govern
ment control is neceo;sary O\'er all Companies. whether corporate or 
incorporate, carrying on the husiness of Iusurance in British India 
and the\" haye, therefore, recommended a svstem of licensing whIch 
makes i't obligator:" for e\'er.'" 11lsnrance c"ompan.\". Indian "as well 
as Forei!!n. to obtain a license frolll Uo"erIllllcnt in order to enable 
it to commence allf I carn' Oil in:>uf<lnce business in ] ndia. The 
Committee also fl~cl that l;oll"er shoulll be resen'ert to the Governor 
General in Cowwil to refuse the license to any compaIl:' e\'en though 
'>nch a Compam" is prepared to abide b:" the pw\-isiolls of this Act. 
Such a power \\·ill lie llsf'flll in pre\"ellting ~t l'ompan:- of a country 
which does not permit an Inrlian Company to do Insurance business 
in that COWlt!T frolH ohtailliIl~ thc licenst'. Such a Dower mav also 
be exercised a~aillst a Compal<\' which c,lrri('s OIl hu;iness in a"man
ncr detrimental to t,he interest;; of th .. in:;urin~ puhlic as well as 
other Insurance companies, The Committee arc of the opinion 
that it "ould not he possible to exerci"c proper control over COIll

panics unless a proper licensing system is introduced. 

20. The COlllmittec are also of diP opinion that the proposed 
legislation should lllake proyision for in::iisting upon depOSits being 
taken from every Company, foreign as well as Indian, in respect of 
each cbss of lm::iinps,.; ('arried on h.\· it, as at present practically only 
Indian Life InsHraiH'p Companir.·s are !'{'fJ11ired to make a deposit 
to the maximum of R,;, :2 Lac,;. thc minimulll deposit, being only 
Rs, 25,000. The C'.lilllllittt-c 11:1 \"(' t llt'refore. prcl\"ided in the draft 
Bill that substantial dl'posits should he taken before the license is 
issued from e\"ery cUlllpam'. foreign as \wll as Indian, carrying on 
business of any cbs, of Insurance. This prO'.-ision will in their 
opinion, preycnt lllushroom non-Indian as well as Indian Companies 
from CarrViIU! on the business of insurance in India in a manner 
drtrimcnt;tl t:) th'2 l)('.~t interests of In(lia. 

21. The Comlllir,kl' hayc pruvifled in the rll'1t£t Bill that a nOll
India.n Company sbould deposit it 1<11"[[1'1' stlill than is required of an 
Indian Company ill respect of each class of Insurance business 
other than Life. In the opinioll of the Committee this differentia
tion al1(l distinction is necessa.ry in vi.ew of the fact that Indian Com
panies haw got their capital in India. It might also give a little 
protectioll to indigenous Indian Insurance Companies from the 
inroads of S01ll8 foreign COlllpanies. PW\'isioI1 on similar lines if; 
f'xistin;:: ill ;.;p\'('!',d t'tHlIlkips iacludill).; British Colonies and Indian 
Companies as \\"1:·11 a~ British COlllpalli!'s carrying on or intending to 
carry OIl business of inSnmlH"e ill slIch countries are required to pay 
higher deposits in sllch l'ollntrips. The Committee are not unaware 
of the view expressed that sllch differentia.tion may invite retaliatary 
steps in foreign countries against Indian companies. The Com
mittee ha\-e carefully examined this position and feel that there 
is no likelihood of any increase in deposits required from Indian 
Companies in foreign countries. 
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22. The Committee are al:;o strongly of the opllwm tlmt :;0 

far as non-Indian Insurance companies arc concerned they should 
be required to keep in British India sufficient assets by way of 
reserve to enable them to meet all outstanding risks in respect of 
each class of insurance business carried on hy them in India and a 
provision in that behalf has been made in the draft bill. Indian 
companies doing Fire insurance business in the U.S.A. have to main
tain ~mch assets. These assets will :;afeguard the interests of Indian 
policy holders in the case of War or in the case of a foreign Company 
being taken into liquidation in the country of its origin for reasons 
not necessarily connected with the busines:; of underwriting. 

2:3. Provision has also been made in the draft Bill for the regis
tration of Agents and Insurance brokers and prevention of rebating. 
Rebating is on the increase and unless it i:; immediatelv curbed it will 
undermi~le the financial position of insurance cdmpanies. The 
registration of brokers is necessary for the purpose. 

24. The Committee have carefully considered the question 
of giving due representation to Policyholders in the management 
of a proprietory life insurance Company. In the case of 
Companies carrying on the business of life insurance only, 
provision has been made in the constitution of most of them 
whereby policy-holders are entitled to elect every year one or 
more Directors from amongst themselves. In the case of Com
panies carrying on the business of life insurance along with other 
classes of insurance business the question presents insurmountable 
difficulties. Life insurance is only one of their several other 
aotivities such aa, Fire, Marine, . Motor V chicles, and Accident 
insurance. It hardly seems fair that policyholders of life depart
ment should alone be entitled to elect some directors from amongst 
themselves and indirectly to have a voice in the management of all 
the other departments of the Company. Such an arrangement 
cannot result in the harmonious working of the Company and is 
likely to be prejudicial to other departments. The Committee 
have t·herefore come to the conclusion that it will neither be advis
able nor practicable to make provision by statute for giving repre
sentation to the life policyholder:> in the case of a Composite 
insurance Company. 

It will also be invedious to make a Ilistinctioll between a 
Company carrying on the Lusiness of life insurance only and a 
composite insurance company by providing by statute for such a 
representation. If such a distinction is made in the proposed 
statute it might result in composi.te insurance companies suffering 
serious handicap in their life business. Apart from this the Draft 
Bill provides adequate safeguards for the protection of life policy
holders such as supervision and control of the commissioner of 
insurance, provision for investment of life funds, maintenance of 
separate life insurance reserves etc. The committee have therefore 
)lot provided for any representation being given to the life policy
holders in the mana.gement of an Insurance Company whether 
Composite or otherwise. 



25. In the course of the tleliLerations oI the Committee it was 
suggested that the holders of policies of life insurance should be 
treated as members of the company whether composite Or otherwise 
and vested witb all the rightR of ordinary shareholders. The Com
mittee after carefull;' con~jdf'fing th<l mat.t,N haw come to the 
conclusion t,hat a provi:-,ion on the lillP'; of the ahon~ suggestion if 
incorporated in the draft Bill would entail serious consequences 
to the Company and its shareholders. In course of time the life 
policyholder will acquire a predominent voting strength with the 
result that on any questioIl affecting the rights of the shareholders 
they will be able to assert themselves. The original shareholders 
who were mainly instrnmental in the formation of thp Company 
a.nd who for a number of ),t'ars rif1krd their rapital, would haw, 
very little voice in the management of its affair8 while in 
some cases they will haye the burden of anJ uncalled liability on 
the shares held by them. Moreoyer the agents, sub-agents and 
brokers employed by the Company will be placed in a position of 
exerting considerable influence over the holders of policies secured 
by them and will very likely utilise such an influence against 
the best interests of the Company thereby hindering stable 
progress. In the case of composite offices the question presents 
difficulties similar to those mentioned in the preceding paragraph. 
In the circumstances the Committee are firmly of opinion that 
the suggestion besides being unpracticable is harmful to the 
steady progress of Indian Insurance Companies. 

26. The Committee are of the opinion that business on divid
ing Society lines is prejudicial and harmful to the public as well as 
to the growth of healthy insurance in India. They, therefore, 
recommend that bminess on these linp;;; shouhl he made illegal. 

27. The question of Pro\'iflent 80cieties was carefttlly consi
rlered bv the Committee alld t.hev wen' (If the opinion that the Pro
vident Societies also should be brought \I-ithin the purview of this 
Act. The present Act relating to Provident Societies should be 
repealed. They should also be made to have licenses and should 
be made to deposit suitable amounts and have periodical valuation. 
The Committee have not included these provisions in the draft 
Bill. But if the principle is accepted hy the Gm'emment, a separate 
Chapter on "Provident Societies" could be easily .HIded to the Bill. 

2B. The Committp(,'s attpntion wa,; drawn hy some exppripnced 
medical officers of Life In,;urance Companies to the fact that quitc a 
number of medical glilduates were not able to do full justice to t.he 
work of medical examin<1tion for life insl1r:1llct' companies. The 
Oommittee fe1t that though the matter WR'l "cry important, it could 
not be includl'cl in the present Rill. 'rhe Committee, however, draw 
the attention of y,niou" l'ni\'ersities and the Government to the 
necessity of indudil1g thp ~llh.i('ct of )Iedica! IAe ARsnrance ill the 
Curricula of ;\I('dic-cll ('IIIl,,:.;""; alII! :\Tf'.liL'al Rdlook 
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29. The Committee woullt like to make ~t quite cleaf t.hat all 
the clauses includerl in the draft Bill are interdependent and go 
together. If any serious alteration" are suggested in the require
ments of the draft bill under one heading, it win be necessarv to mako 
alterations in other parts of the Bill ~lso. The Committee should 
not be understood to have separately agreed to any suggestion in 
any part of the Bill. 

30. Before this part j" cOlldudeJ, thprr~ is OIlP \'(,I'y important 
llJlrl vital (lue"tion to whieh a reference must bt~ made. 'Phi;; Com
mitt.!'c is st,ron~li' of tlw ollinion that [ndiall Insuran('" ('lImpaui,"" 
requil'P eftt'd,i\'(' pn,t.·di<lll, and !,l'<'\'i~i')J1~ "h()111d I}I' introduced 
ill t.he prollosell ill~uralll;" Bill tu ('II'iIlI'<' sllt:il 1J[·otection. The saiJ 
provisions have not beel! put in thi' dr,lI'! Bi)l so far ))111, ;t "hapt'f'r 
under the heading of prutertion regnire~ to he add",\' 

The prohlem that fa.ces Inflian Insurance Companies is one of 
uneconomic competition, This is particularly intensified in the 
general insurance business as a re,m!t I)f which the existing general 
Indian Insurance Companies are much hardicapped. Their total 
number is not more than fifteen, Against this small number of 
indigenous companies there are as many as 70 British and 77 Non
British foreign insurance companies in India. It is pertinent to 
note here that general insuranc6 business is being conducted on what 
is called Tariff lines. Tariff Associations . were formed throughout 
India by foreign companies to suit their own neeeds. Rules were 
framed and the right of agency representations, e\-en to defunct COIll

panies, was made possible under these Rules. Similarly companies 
which have either been ahsorberl or acquired by larger companies 
can have agency representations in India. Indian Offices 
being new comers, had certain disabIlities in this matter. These 
Tarift Rules prohibit opening of BrJ.nch Offices in a Presidency. 
Since Indian Insurance Companies came into existence, insurance 
rates have been systematicallv reduced. TJw result has been that 
Indian Insurance 'Companies 'have to work in their own country 
uuder great difliculties due to the "e\"ere and unh('alth,Y competition 
from foreign cOl1lpanie~, The C'ommittce feel that the Government 
department of Insurance must ha\'(' some control oyer these Asso
ciations. The Committee do not recommend that us!zallr t1wre 
should be an:' interference in the aff,1.irs of an,,' such Asso~iations 
but the Indian minorit.\- lllu"t he protrcted by the Goyernment 
under certain conditions. 

31. 'rhe formation of ,1 number of genera! insurance companies in 
H119 i.e., just after th'! War, hacked hy influential Board" of Difl:'c
tors and wit.h substantial capital, W<l'> Hot looked Upllll with mneh 
fayom by large British all,l Coloni'll comp,1nies \rho ha\.l a monopoly 
of general in·;unlllce )'lI,;incs,~ ill India during tlu' '\'ar. This feel
ing was reflected in the at.titwle taken up hy Excha.nge Banks which 
were not willing to grant normal working fac';'lities hy accepting In
dian Insurance companies' policies. Thi" fact W:1., a]"o brought out 
before the Banking Inquiry Commitke, 
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~2. After th" War, ()ther forei~n companies hegan to enter the 
Indian fielr1. A group of Javenese companies came soon after the War. 
America.n companie~ came thereafter. A group of French companies 
also entered India and thereafter German and Italian companieli 
also followed them into the Indian market. All these later arrival~ 
came into India without any kind of local influence. Their only 
chance was in off.>ring enha~ced commissions. It must be ment
ioned that flO far ae; ~omt; of the well ee;tahlishell foreign f'ompani('s 
were concerned, the:-- hall a tied-up hW'!iness which th('<;e H('W foreign 
companie'l could not disturh. They, thereforI', attacked the con
nections which Indian Insurance Companies \H're able to form. The 
natural consequence of this invasion was that valuable brokers and 
agents of Indian Companies, controlling substantial portfolios of 
premium, were offered by these companies excessive terms. These 
companies directly as well as through the ne\yly engaged brokers 
approached the clients of Indian companies with offers of very high 
rehates, which compelled the Indian companies to offer competitive 
terms to brokers to retain their bu\$ess. This naturally resulted 
in higher costs of acquisition. The \ Committee are satisfied that 
the high acquisition costs which preyail in India today leave in 
many cases no margin of profit to companies doing Fire and general 
business. This view is also shared by the Tariff Associations in 
India whose membership consists of Tarifi companies operating in 
the Bombay territory which include almost all British, Indian and 
Continental companie'l. 

The Jayanese companies after a few years' working retired 
quietly. The French companies ahf) after a couple of years' work
ing withdrew from India. One lcitding German Insurance com
pany has similarly retired quite recent!:--. Although these com
panies have gone out of hU';iness in India, there can be no doubt 
that the v ha\;e done infinite harm to the insurance husiness in India 
in gener~l, and to the Inllian Insurance Companies in particular. 

33. The Indian Companies can only grow and expand if the 
Government can gin' effective protection to them. In the first 
place non-Indian companies shoulll he prevented from coming 
to India for quite a numher of years. The business available in 
India is necessarily slllall and limited. The Committee, therefore, 
feel that for twe;lty years at least no new non-Indian Company 
should be given the license to do Insurance business in India. This 
provision should be made applicable to Companies doing life as well 
as general business. There are already a large number of Indian 
Life companies in existence, sufficient for the needs of Indians. The 
Kew requirements under this Bill 'will necessarily control the number 
of new Indian companies in near future. The smaller Indian com
panies which will have to find the amount of increased deposits, 
should also be allowed to have tillle to consolidate and progress. 
This can only be done by withholding the issue of licenses to any 
new non-Indian companies for a periOll of atleast twpnty years. 

34. In Japan and Italy it is wry difficult, if not impossible, 
for Indian companies to get admission. The following extracts 
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from a letter received from J"pJ.n with reg,utl to the prospects of an 
Indian Company entering afresh the Japanese market will sho"\\" 
that so far as Japan is concenwd it bas closed its doors against 
foreign insurance companies;-

"Coming to the question of insurance legislation in J apa.n, 
governing foreign insurance companies, we would remark that 
the policy of the GO\"ermnent is definitely opposed to the grant.
ing of further licenses to insurance companies desiring to op('n 
business in the Japanese Empire, and their efforts are being 
directed towards a reduction in the number of insurance com
panies, rather than an increase. No new licenses have been 
issued in recent years, and smaller companies are encouraged 
and advised to amalgamate with one another or with larger 
companies. This being the domestic policy of the Government, 
It is not surprising that no new licenses have been issued during 
recent years to forf'ign companies desiring to commence undl!r
writing business in Japan." 

Italy, although it has not officiany committed itself, has not given 
Ildmission· to one of the largest Inrlian Insuranre Companies. And 
yet Italian insurance companies are doing business in India without 
any let or hindrance. 

There are other discriminations exercised by Trade Organisa
tions abroad as the following extracts from the speech of the Chair
man of a leading Indian Insurance Company will show ;-

"Before closing, I may mention a. matter whichcontinu~s 
to cause us Bome concern. This is the discrimination which 
favours certain classes of Companies to our detriment in the 
contracts of various Tntue Associations in Grrat Bl'itain. Such 
contracts contain a provision somewhat on the following 
linea :-

"Insurance to be effected with approyerl British and! 
or Cont.inental aml./or American Undennitnrs or Com
llanirs domiciled i II 'and paying losses in England." 

"With many of these Trade Associat.ion~ no difficulty 
al'i~es, hut some of tlll' contracts still operate against us, aml 
divert a certain amollnt of business which wanhl otherwi~ 

. cOl11e to us. This is wry unsatisfactory, ancl \Yi' shall conti hue 
Ollr efforts to overcome the difficult.y." 

35. The Commit.tee believe that as regards Indian General 
In~urance Companies, tangible assistance should he gi\'en to them. 
The conditions in India are entirely different from tJlO.~e in other 
parts of the world. Effecti\"e protection should, therefore, be ~iveh 
to Indian General Compani('s. This ran take many forms. and we 
suggest the following :-

(i) All insuraJli'r rontrollrd hy the Gm"ernmf'nt. Sh01lld 
bi placed with In\lian In;;\lrance companil'fI. 
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(ii) The Guvernment shoald require all Ylunicipalities, 
Local Boards, Port Trusts, Improvement Trusts a.nd other 
quasi-Government bodies and institutions receiving Govern
ment aid to insure all their properties with Indian Insur; 
ance Companies. 

(iii) All industries which have received protection from 
Government in the shape of direct bounty or hy Tariff 
IIhould be rC!llUred to place their insurance business with 
Indian Insurance Companies. This suggestion is in harmony 
with the following view expressed by the Tariff Board 
in their report in 1932. "Unless the policy of protection 
results in t.he development not merely of the industries to 
which protection is granted, but also of subsidiary illuustriel!, 
it will have failell to achieve its full purpose." 

(iv) All foreign insurance companies doing \JUsinesi 1.n 
India should be asked to effect reinsurances witll Iudi&ll 
lllsurance companies. 

(v) An additional stamp duty on policies issued I.>y no~
Indian Companies should be imposed. 

The Committee also suggest direct protection in the shape of 
compulsory remsurance w.th Ind.an Companies of a certain per
centage of all polICIes issued by non-Indian companies in India. 
Such a system of compulsory reinsurances is prevalent in some 
cQuntries including the Irish Free State. 

The Committee are emphatically of the opinion that for the 
very existence of the Indian General Insurance Companies pr<f
tection on the lines suggested here, is absolutely necessary. Uniesii 
definite provision is made for such protection, in the propol!led in
s1ri'&Jlce Bill, there is no likelihood of the development of General 
~urance business on National lines. 
. 36. Before concluding this report, the Committee deaire to 
~e on record their appreciatioll of the very 'Valuable l'Iervic~ 
ffPd.ert!Cl by Mr. K. C. Desai, the Joiut Honorary Secretary. n "ouId have been almost impossible for the Committee tq 
~Qmplete its work without his untiring aasistance. 

(tiigncd) R. J. DUFF (Chairman). 

.. , 2Jra OctulJer 1936. 

H. E. JONES. 

K. SANTANAM. 

K. S. R. IYER. 

JIVANDAS P. DUTIA 

J. C. SETALVAD} 
Hon. r5ecretaTies. 

K. C. DESAI. . 
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PART II. 

The Committee proceed to comment un certain matters a.rising 
in connection with the draft Bill with particular reference to the 
changes thereby to be effected in the existing legislation on the 
Bubject. 

(1) Chapter I defines certain expressions and words which 
frequently occur in the Bill. Under the existing legislation on the 
subject there are very few definitions. In view of the increased 
scope and application of the Bill the COlllmittee deemed it neces
sary to give precise definitions of certain expressions which are com
monly used by persons engaged in the business of Insurance. The 
Committee ha\"e found it necessary to define the words "Indian 
Company" in sub-section (0) of Section 2 of the Bill as distinguished 
from a "Non-Indian Company" in view of distinct provisions ap
pearing in the Bill affecting Indian and non-Indian Companies. 

(2) The Committee have not reserved in the bill power to the 
Governor General in COlUlCil to exempt any Company from all or 
any of the provisions of the Act. As the provisions of the Bill are 
far reaching in their consequences, there is every likelihood of a 
majority of companies trying to secure an extirpation from the Act 
on frivolous grounds. The Committee therefore felt that if such 
a power was reserved to the Governor General in Council, the pur
pose of the bill would be frustrated if exemptions were granted on a. 
large scale. l)rovident Insurance Societies are not brought within 
the purview of the Act. The Committee however feel that for the 
fYlccessful working of the act, the exi8ting Provident Insurance 
Societies Act 1912 requires to be dru,;tically mended. 

(3) Chapter II provides for the grant of the licenses. Licens
ing system is intended to regulate the a(lmission of Companies carry
ing on or formed to carry' on the business of Insurance and to check 
the growth of mushroom companies. The non-Indian Companies 
have to renew their licenses every year. The Governor General 
in Council is vested with the right of refusing to grant or renew the 
license to any Company with a view to prevent Companies from 
resorting to unfair competition inter se and to protect indigen9us 
Insurance Companies in India. In view of the provisions relating 
to deposits, the maintainence of assets in India and other matters 
appearing in the bill the licensing system was found unavoidable. 
Adequate fee for the grant and renewal of licenses should ensure 
llUfficient income to the new department of insurance. Lloyd's 
Agents working in India are also required to obtain licenses. This 
Chapter also provides for certificates to be obtained by Insurance 
brokers or agents: This will result in checking the abuse of rebating 
which is prevalent now. There is also a clause restricting companies 
from paying commissiolls to any persoll or persons other than certi
fied brokers. 

(4) Chapter III deals with Deposits. The existing Act 
makes it obligatory for a Life Insurance Company to deposit 
upto a maximum sum of Rupees Two Lacs. In view however 
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or the steady progress of Insurance busincss of all da.ssel! 
m India., the Committee have thought it fit to insist 
on deposits being taken from Companies doing all classes 
of buisness. Moreover non-Indian Life insurance Companies 
which have deposited £ 20,000/- in England are not required 
to deposit any amount in India, though a Company incorpora
ted in India. and having deposited the alllount as required 
by the Act is still required to deposit £20,000/- in England. 
This is neither fair to Indian Companies nor to Indian Policy 
Holders .. The Bill therefore provides for deposits from all Com
panies. In the present . circumstances the Initial deposit of 
Rs. 25,000/- required under the existing Act from Life Assurancc 
Companies is hardly adequate. The Committee haye recommend
ed in the bill to require the maximulll deposit of Rs. 2,00,000/
from all Companies transacting Life Insurance business. This will 
have "the effect of pre,"enting mushroom companies from being 
started and established without adequate finances. Experience 
in the past has shown that some companies with weak finances 
were not able to meet their obligations including claims under the 
policies issued by them. The higher deposits required under the 
Act are intended to protect the interests of the public including the 
Policy holders. Besides the deposits the COlllmittee have provided 
in the bill that a license shall not be issued unless the Company 
has a working capital of Rs. 50,000/-. This is necessary in view 
of the increased co..,t of procuring business. The Committee have 
further provided in the Bill for payment of the deposits by instal
ments in the case of t'Xisting Indian companies which have not paid 
full deposits. It is only fair to such companies that they should 
be given time for making enhanced deposits. 

(5) Regarding other classes of insurance business, separate 
deposits are required for each of the following classes of insurance 
business, viz: (a) Workmen's Compensation, (b) Accident, (c) Motor 
Vehicles, (d) Fire and (e) Marine Insurance business with a 
proviso for a maximum deposit of Rs. 5,00,000/- for non.In
dian and R-;. :J,50J)OO/- for Indian Companies. The existing 
Indian Companies are permitted to make the deposit by instal
ments. Differentiation in the deposits required from Indian 
and non-Indian Companies has been made in the bill by the 
Committee after careful and anxious consideration. Such a 
discrimination exists in some countries including British Colo
nies and the circumstances in India require the introduction 
of the system. 

(6) The Committee have carefully considered the question of 
Lloyds' Agents and persons issuing certificates which cover insuran
ces with Lloyds' also. The ~ollllllittee feel that they :,;hould be 
made to deposit specified amounts with the Government. The 
Committee have accordingly provided that for each class of insur
ance business every Lloyds' Agent and person issuing certificates 
which cover insurances with Lloyds' should deposit Rs. 2,5000/
with the maximum of Rs. 50,000/- for all classes of insurance busi
ness. 
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(7) The Committee have also provided in the bill that every Iadi&n 
Company intending to transact the general business should have a 
minimtun capital of Rs, 3,00,000/- if it carries on only one class of 
business and of Rs. 5.00,000- if it tarries on more than one class of 
insurance business. To cnslne the establishment of companies on 
sound lines this provision is deeme(\ necessary. 

(8) The Committee have in ,Llltlition to deposits, deemed it 
necessary to provide in the bill that non Indian Companies should 
maintain a certain portion of their assets in India. Such Compa"nies 
doing life Insurance lmsincss arc req nired to lIlaintain in India iu 
'frust, assets equivalent to their liabilities to the policy holders itl 
India. A provision has also been malIc. in the Bill for reserving the 
~curities deposited for a particular class of business for the 

liabilities of that class only. 

(9) The documents to be filed with the Department of insur
ance are mentioned in Chapter IV. On filing these documents the 
company will be entitled to apply for a license. Due notice of the 
grant of a. license as well as of the closing of business ha.s to be given 
under this Chapter. 

(10) Chapters V and VI deal with Balance Sheets accounts 
and the Annual returns to the Department. The closing of the 
business year has been made compuhory on 31st December. For 
the purposes of comparison it is found necessary that all reports and 
figures should be given for the same period. It is also provided in 
the bill that all the returns should be made to the Department with
in six months of the closing date. The Committee have thought it 
proper to require non-Indian Companies also to make their annual 
returns on almost the same lines as Indian Companies. For pur
poses of the Balance Sheet the Committee feel that the present 
requirements of law are quite sufficient. 

(11) Chapter VII defines the Powers and duties of the COlll
Hlis&ioner. This Chapter deals in detail with the work of the lnsur
appe Department which is to be a new department. Powers of 
sqpervision and inspection have to be given to the Commissioner. 
:ij~ is to be responsible for the publication of the Blue Book which 
4as to be published on a specified date. Publicity is a great factor 
ip credit institutions like insurance companies. Provision has bccn 
llll}q.e in 54 (b) for the sllspension of the license of a Company lly 
the Governor General in Council if it is found tha.t it is unsafe for 
tpe pJ.lblic to effect insllrance with it. 

(12) Chapter VIn deals with "Reinsurance of insolvent Com
panies". Detailed provisions in this respect were overdue. 

(3) Chapter IX deals with iuvestments. The queltion of 
It~it~ interference in this matter is controversial. Investments of & 

CQJnpany are no doubt an internal affair of the company. Insurance 
CstUlpanies however are credit corporations and the future of quite 
a number of perllons depends upon the prudent investment policy 
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0/ the cotnpanies. The Committ.ee ha ye therefore decided to make 
sta.tutory provisions for investments. Indian Companies dding 
business outside India have to make deposits in other Countries 
according to the law or usage prevailing in those countries. These 
sums are therefore excluded from the purview of this Chapter. Out 
of the remaining assets of the Company, one hrdf is required to be 
invested in securities authorised bv Section 20 and 20A of the Indian 
Trust Act. At present a very la~ge majority of the companies are 
in the habit of investing the major portion of their assrts in . such 
lIecurities. The Committee however felt that the statute should 
make it obligatory for a company to invest atleast fifty percent of 
its assets in Trust securities. In case of life insurance companies 103t18 

have to be advanced on their policies which inYestment is not autho
rised by the Indian Trust Act. Such loans on an uycraqc' form about 
10 per cent. of the total assets of a company. The buildings owned 
hy a Company for its business are also not within the investments 
authorised by the Trust Act. Taking all these facts into conside
ration, the Committee felt that it would suffice if onl:_ fifty percent 
of the assets of a Company were compulsorily required to be invest
ed in Trust securities. The Committee have however definitelr 
provided that no loans shall be allowed to any director, managing 
agent, or officer of a company except on poliries within their sht
render values. 

(14) Chapter X makes provisions for thl' v:inrling up of coll1-
panies. The Committee fprJ that these provisions would h(' found 
adequate for all practical purposes. 

(15) Chapter XI specially deals \\·ith thl' business of Life In
~urance. As the Bill deals with all the hranches of insurance; it 
was found necessary to devote a separate chapter on I,ife insur
ance. The subject of Amalgamation all!! T fa nsfer has been fully 
dealt with. Provision is made to prennt Companies from paying 
commission to persons other than certified brokers and that too 
should be determined in ad\'itllce. No advances han' to be paid 
to agents. Fut.ure estimates on life policies have b('('n prohibited 
as this system tends to misguidp the public. Rehates have been 
prohibited under penal h'. '1' IF'fe has been a great complaint again~t 
the evil of rebating and the Committee have ins"rted in the bill care
ful provisions for cheeking this evil. ProyisiOJi has also been made 
for periodical valuations for which complllsory basis have been laid 
down. The existing law merel~' lays down that thp basis adopted 
shall be declared. This bill goes a little furtlwr and lays. down cer
tain definite basis for valuation. It is further prO\'{,led that for 
ascertaining surpluses for t hI' purposes of dist.ribution, 110 appre
ciation of securities which aH' not :,et ",11\' ,;uld .~hall he taken credit 
for. This in the opinion of t hp Committee i~ a vel'.\' salutary provision. 
The Chapter further proyides for the transfer of business of com
panies desirous of closing thrir husilles.~. The CIHtptpr also provides 
that life insurance account-; of a composite company Illiall be ~epa
rately maintained and that the lifr a<;~nrance fund shall not bt'! 
appliad directly or indirectly for any other purpose. 
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(16) The Committee have also deemed it neces~ary to make 
a provision in Chapter XI for assignments of and nominations under 
life policies and the form and manner of making the same. Pay
ments of claims have been frequently delayed for want of a legal 
title. The insuring public therefore are given ample facilities to 
nominate their successorf! from the heginning without creating an 
ah~olute trllf!t for them. 

(17) Chapter XII deals with elas<;es of In::;urance, other than 
life. It is provided that if a company cloes not pay a eLtim ftlr a 
number of days after it is Retth·d its license mav be caneelled. Thrn' 
are provision"s under this Chapter also for cl~ecking the evil of re
bating. The Committee feel that these prm'isions will han a salu
tary efiect on the public and the Companies as well as the hrokel's. 

. (18) Chapter XIII if! devoted t,o penaltirf! and procedure. 
'Gnless penalties are pl'e:;cribeJ. all.l euforcell there is no likelihood 
of the requirements of the Art lwing (Iuly complie(l with hy all 
concerned. 

(19) The last Chapter XIV deals with miscellaneous matters. 
Power is given to the Governor General in Council to make rules with:t 
view to carry out the purposes ofthe Act. It is also provided in this 
Chapter that the Balance sheets and accounts prepared in 
accordance with the provisions of the Bill and sent to the 
Registrar of Companies, shall be sufficient compliance with the 
provisions of Section 1:34 of the Indian Companies Act.. Doubts 
have arisen whether in the case of a policy of insurance issued by 
a Non-Indian Company the Law applicahle should he the IJaw of 
the country in which such a Company is incorporated or the Law 
of British India. It is therefore expreRsly provided that any ques
tion of Law arising in connr('t.ion with a policv of insurance whether - . 
issued by an Indian or a non-Indian Company, should be decided 
according to the Law for the time being in force in British India. 
By this Chapter the business known as the "di"iding Society busi
ness" is made illp!wl. It is a];;o proyir1r<l in this chapter that the 
period of instituting a suit 011 a polic~' of life insurance shall be three 
yea.rs from the date of rlrath. Tilt:' rxiting prm'isiollR in the limi
tation Act is not hapily worded. Tltt' proposed pro"i:'lion would 
he considered jllst and equitahlr. 
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